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Certified Public Accountant
For Respondent: Paul J. Petrozzi
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OPI1 NI ON

This appeal is nade pursuant to section 25667
of the Revenue and Taxation Code from the action of the
Franchi se Tax Board on the protest of Riverside Savings
and Loan Association against proposed assessnments of
additional franchise tax in the anmounts of $3,895.40,
$7,534.49, $9,390.83, $1,979.49 and $1,744.79 for the
incone years 1962, 1963, 1964, 1965 and 1966, respectively.
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Appeal of Riverside Sayings and Loan Association

The sole issue to be decided is whether respondent
properly determ ned appellant's bad debt reserve ratio
for the years in question.

Appel | ant began doi ng business as a California
corporation in 1901. It enploys the accrual nethod of
accounting and reports its California franchise tax on a
cal endar year basis. During the years in question appellant
mai ntained a reserve for bad debts to which annual additions
were made in the general manner prescribed by respondent's
regul ation 24348(a). [Cal. Admin. Code, tit. 18, reg
24348(a).) Pursuant to that regulation, appellant deter-
mned its bad debt reserve ratio based upon its actual
| oss experience for the years 1928 through 1947 to be
.424 percent of loans outstanding. After an audit
respondent determ ned that a significant number of the
| osses cl ai med by apPeIIant during the 1928 to 1947
period did not qualify as bad debt |osses; and therefore
respondent concluded that appellant should have used a
bad debt reserve ratio of .154 percent instead of .424
percent. Respondent's adjustnent to the ratio increased
appel lant's taxable inconme for the years in issue and
resulted in the proposed assessnents now before us.

Appel | ant apparently does not contest respondent's
di sal | onance of certalin bad debt |osses for the years 1928
to 1947, which resulted in the dowward adjustnment of the
bad debt reserve ratio. Rather, appellant attacks generally
t he reasonabl eness of respondent's nethod of conputing
the ratio. Appellant contends that instead of conputing
the ratio on the basis of past |oss experience, the ratio
shoul d have been conputed on the basis of present |oss
experience and future anticipated |oss experience. Appellant's
suggested approach is allegedly much nore reasonabl e since
it takes into account the ever changing economc climate
in which savings and | oan associations operate. Appellant
cites Appeal of Pringle Tractor Co., decided by this board
March 7, 1967, as support for 1ts position.

Subdi vi sion (a) of section 24348 of the Revenue
and Taxation Code provides:
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(a) There shall be allowed as a deduction
debts whi chbecome worthless within the

incone year; or, in the discretion of the
Franchi se Tax Board,” a” reasonabl e addition

TO a reserve 'tor bad depts. (Enphasis added. 1

By enacting this provision, the Legislature made the
reasonabl eness of an addition to a reserve for bad debts
a matter within respondent's discretion. Accordingly,

unl ess appellant can sustain the heavy burden of show ng
respondent’ s determ nation of the bad debt reserve ratio
to have been arbitrary and capricious, respondent's

di scretion has not been abused and its determnation nust
st and. (Appeal Of La Jolla Federal Savings 'and Loan
Association, Cal. St. Bd. of Equal., Aug. 5, 19268.]

Here, appellant has failed to show the requisite
arbitrariness or capriciousness of respondent's determnation
rndeed, such a show ng woul d be inpossible in |ight of
the record in this case. The record reveals that while
respondent permtted bad debt reserves of approximately
$270,000 during the years in question, appellant only
reported sone $3,800 in actual |osses on its returns for
that period. Further, appellant's reliance on our decision
in Appeal of Pringle Tractor Co., supra., is msplaced.

That case 1s clearTy distinguishable from the present one
on several grounds. First, Pringle was not a case involving
a savings and |oan association. since savings and |oan
associations are treated differently under respondent's
regul ations than other businesses, tor purposes of deter-
mning additions to bad debt reserves, the method used b
respondent in the instant case was not in issue in Pringle.
Also, in Pringle we were inpressed by the fact that
appel l ant "Therein was aware in 1962 (the year in question)
of the extreme |ikelihood of severe |losses occurring in
the followi ng year, which [ed appellant to significantly
increase its reserve for bad debts addition for 1962.

Such losses did in fact occur in 1963. Here, the record
reveals that no such dramatic increase in appellant's bad
debt |osses was either anticipated or occurred during any
of the years in question.
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Based on the foregoing, We conclude that respondent
properly determ ned appellant's bad debt reserve ratio,
for the years in question. Accordinglyespondent’s
assessnment nust be sustained.

ORDER

Pursuant to the views expressed in the opinion

of the board on file in this proceeding, and good cause
appearing therefor,

| T IS HEREBY ORDERED, ADJUDGED AND DECREED,
pursuant to section 25667 of the Revenue and Taxation
Code, that the action of the Franchise Tax Board on the
protest of R verside Savings and Loan Associ ati on agai nst
proposed  assessments of additional franchise tax in the
anmounts of $3,895.40, $7,534.49, $9,390.83, $1,979.49 and

$1,744.79 for the income years 1962, 1963, 1964, 1965 and
1966 ,respectively, be and the same is hereby sustained.

Done at Sacranmento, California, this 15th day of
Decenber, 1976, by the State Board of Equalization-

Chai r man

Member

" '-, Member
Member

, Member

ATTEST: 4225(;22?/16122z;i5522 . Executive Secretary
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